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Introduction 


This paper evaluates one of the major recent federal government programs 
which provided subsidies to private investors in order to encourage the 
construction of affordable rental housing. The Assisted Rental Program (ARP) 
was initiated in 1975, modified in 1976 and 1977, and eventually phased out in 
1978. Until recently ARP was only the second of two major programs through 
which the federal government attempted to stimulate the construction of 
moderately priced private sector rental housing by providing subsidies in the 
form of grants or interest-free loans. The first major program, the Limited 
Dividend or "Entrepreneurial Low-Rental Housing Program," was established in 
1938 and was replaced by ARP in 1975. 


The significance of evaluating the costs and impacts of these two earlier 
programs has increased in light of the recently announced Canada Rental Supply 
Plan (CRSP). CRSP was announced in the November 1981 federal budget and its 
funding levels were increased in the June 1982 budget. It continues the tradition 
of offering subsidies to private developers to build rental accommodation. If 


programs such as these are to continue and play a significant role in overall 
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Canadian housing policy, then their full costs and impacts must be identified and 


assessed. 


In evaluating the ARP program, this paper proceeds in the following 


manner: 
1. Program description; 
Z. Types of subsidies associated with ARP; 
3. Public cost of ARP; 
4. Impacts of ARP; and 
Dd: Summary. 


The first two sections describe the different versions of ARP and identify 
the types of public subsidies associated with each. The third section assesses the 
public cost of the subsidies. Following this, the fourth section provides an 
overall evaluation of the impacts and implications of ARP, relating in particular 
to ARP's impact on: adding to the supply of rental units; the location of the 
units; the unit types and affordability; and the administrative effectiveness of 
the program. In the final section, the conclusions drawn from the evidence 


documented in the previous sections are summarized. 


1. PROGRAM DESCRIPTIONS 


The initial impetus for the establishment of ARP was the dramatic 17% 
decline in housing starts in 1974. Rising interest rates and increases in 
construction costs and land prices, coupled with a reduction in the availability of 
privately supplied mortgage funds, led to curtailed production in the private 
rental sector. Disenchanted with the administrative burdens created by the 
Limited Dividend program, the federal government replaced this program on 


April 29, 1975 with the Assisted Rental Program. 


Although ARP would undergo a number of modifications during its four- 


year history, the basic goal of the program remained unchanged throughout this 
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period: to stimulate the production of privately initiated rental housing for low 


and moderate income households. 
a) The 1975 Assisted Rental Program 


In order to achieve this goal, ARP assistance was originally provided in the 


following manner: 


o CMHC guaranteed the builder a minimum 
return on equity. In order to receive assistance 


under the program, the builder had to enter into 
an agreement with CMHC which guaranteed a 
negotiated minimum rate of return. This rate 
ranged from five to ten percent in accordance 
with local market conditions. 


o CMHC provided annual per unit grants to 
eligible builders. Capital grants of up to 
$600/unit were given in the first year. In 
following years, the amount of the grant was 


gradually reduced until the end of an agreed 
upon period (usually 5 -15 years). 


Oo First year tenancy controls —and__rent 


restrictions exercised in 1975 ARP. For the 
first year of tenancy in an ARP project, tenants 
could not have incomes greater than five times 
the rental rates. In terms of rent restrictions, 
owners were free to raise rents in later years in 
order to offset the declining levels of subsidy. 


b) The 1976 ARP Revisions 


This original version of the ARP program was only in place for one year 
before it was modified. In 1976, as part of a package called the Federal Housing 
Action Program (FHAP), a new Assisted Rental Program was introduced. Also 
included in this same package was the Assisted Home Ownership Program and 
the Municipal Incentive Grant Program. This new version of ARP increased the 
level of assistance available in order to "encourage the immediate production of 
new rental housing that would otherwise be deferred because of the gap between 


the costs to build and operate, and market rentals."! 
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While, like all versions of ARP, this edition had as its basic goal the 
stimulation of new rental production, modifications in the assistance delivery 
mechanisms of the 1976 ARP were designed to help realize an additional goal. 
That goal was to encourage approved lenders in the private sector to provide 
funds for the construction of reasonably priced rental housing. In order to 
achieve these dual goals, assistance under the 1976 ARP was provided in the 


following manner: 


o Assistance given in the form of interest-free 
loans secured with a 2nd mortgage. Under the 


1976 ARP, the grant system was replaced with 
an annual assistance loan of up to $1,200 per 
unit. These loans were interest-free for a 
period of 10 years after which interest was 
charged. 


o Annual loan levels determined by the rate of 
return on equity. Eligibie builders negotiated a 


fair rate of return on equity (usually 5-10%) 
with CMHC. A loan level which would ensure 
that this return was achieved was then agreed 
upon by the two parties. In each of the ten 
years of the agreement, this loan level was 
scheduled to decrease by 10%. However, this 
reduction schedule could be postponed or 
accelerated depending on the financial status of 
the project. CMHC required that owners 
submit an audited financial statement three to 
four months prior to the end of each year so 
that this could be determined. 


re) Tenancy controls removed but restrictions on 
first year rents maintained. The administrative 


burdens of regulating tenancy, together with 
the "market" orientation of the Assisted Rental 
Program, led to the abolition of tenancy 
controls in 1976. CMHC continued to control 
the rent levels charged in the first year. As 
with the 1975 program, later rents could be 
increased after the first year but only at the 
expense of a parallel reduction in the loan 
level. 


o Size and price restrictions imposed on ARP 


units. A further modification was the 
imposition of size and price restrictions on ARP 
units. Maximum floor area guidelines were 
imposed and the cost of ARP units were limited 
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to the AHOP maximum unit prices established 
by CMHC for each market area in the country 
in addition maximum unit sizes were imposed 
(see Table 1). 


TABLE I 
Maximum Unit Sizes Under ARP 


Apartment Other 
Unit sq. ft. sq. it. 
Studio 400 --- 
| bedroom 600 650 
2 bedroom 800 900 
3 bedroom 1,000 1,100 
4& bedroom 1,200 1,300 


Source: Lithwick, Irwin (1978) An Evaluation of the Federal Assisted Rental 
Program (1976-1977), Ottawa: CMHC, Program Evaluation Unit. 


c) The 1977 ARP Revisions 


The program remained unchanged until late 1977 when a number of 
modifications took place. These modifications were due to two factors: (1) the 
low levels of rental construction in certain market areas due to high land and 
construction costs; and (2) the generally high levels of program take-up and 


subsequent surges in rental construction in most areas of the country. 


As a result of these trends, the following modifications were made to the 


1976 program: 


o Ontario and British Columbia stacked provincial 


assistance with ARP. In addition to the 
assistance already offered through ARP, both 
Ontario and British Columbia offered grants to 
builders to further help reduce the gap that 
existed between economic and market rent. 
The Ontario Rental Construction Grant offered 
a maximum grant of $600 per unit in the first 
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year to be reduced over the term of the 
agreement in the same manner as the ARP 
loan. This assistance was administered after 
receipt of the ARP loan and thus in no way 
reduced the amount of the federal funds. 
British Columbia offered the same $600 grant 
but issued it prior to the receipt of the ARP 
loan. This had the effect of reducing the level 
of assistance that could be received under the 
federal program. 


CMHC reduced maximum loan levels available 


under ARP. Except for Toronto and Vancouver, 
the maximum level of annual assistance 
available from CMHC under ARP was reduced 
from $1,200 per unit to $900 per unit. This 
modification was announced = after the 
provincial stacking had been arranged and was 
designed to reduce previously high levels of 
rental construction in most parts of the 
country. 


d) The 1978 ARP Revisions 


The final alteration which ARP would undergo before being phased out took 


place in May 1978. 


The motivation underlying this move was the same that 


intiated the 1976 revisions of ARP. The federal government maintained a policy 


of moving away from public sector capital financing towards a greater reliance 
on insured lending from the private sector. 
therefore, was to create a transitional program which would allow investors to 


adjust to new directions in mortgage lending, specifically, the Graduated 


Payment Mortgage. 


In order to achieve this goal, the 1978 (and final) version of ARP was 


designed with the following new delivery mechanism: 


Oo 


Assistance given in the form of a Payment 


Reduction Loan. Under this new arrangement, 
the assistance was given in what was called a 
"payment reduction loan." This loan was like a 
second mortgage and could not be greater than 
an amount equal to $2.25 per month for each 
$1,000 of the first mortgage. Like the previous 


The goal of the 1978 revision, 
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programs, this first year maximum was reduced 
in each subsequent year of the 10-year 
agreement, only this time by an amount that 
would produce a 5% increase in the borrower's 
annual net principal and interest payments. 


The above descriptions have identified the basic levels of assistance 
offered through the four different versions of the Assisted Rental Program, as 
well as the mechanism employed to deliver that assistance. They have not 


explicitly addressed the various types of subsidy associated with the program. 
2. TYPES OF SUBSIDIES ASSOCIATED WITH ARP 


There are essentially two types of subsidies: (1) direct subsidies provided 
by the program itself; and (2) indirect "tax expenditure" subsidies which originate 
from the various tax incentives provided by the Federal Income Tax Act. The 
first type of subsidies, those which stem directly from the program itself, are 


the following: 


o Grants offered in 1975 program. In the 1975 
version of ARP, the entire $600 maximum 
annual grant constituted a_ straightforward 
subsidy to the ARP investor. 


o Interest foregone on post 1975 ARP loans. Asa 


result of changes made to the assistance 
mechanism, a new source of subsidy emerged. 
With post 1975 assistance taking the form of a 
loan rather than a grant, the subsidy became 
the value of the interest foregone over the 
period of the agreement. 


Oo Possibility of the loan being _ forgiven. 


Provisions in the program which governed the 
sale of an ARP project created the opportunity 
for another subsidy. If an ARP project failed to 
appreciate in value, and was sold at cost, then 
the investor did not have to pay back the 
balance on the initial loan. This amount was 
absorbed by CMHC as a program cost. 
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The second type of subsidy associated with the Assisted Rental Program 
are those which originate from the various tax incentives provided by the 
Federal Income Tax Act. With the switch from grants to loans in the 1976 
version of ARP, eligible investors could now take advantage of tax incentives 
since loans do not reduce the taxable operating losses for an ARP project. This 
conscious policy decision by CMHC made tax incentives an integral part of the 


Assisted Rental Program's total subsidy package. 


While the Assisted Rental Program is seperate and distinct from rental 
housing tax expenditures, it was designed to be used in conjunction with these 
indirect programs. The document used by CMHC to promote the 1976 version of 
ARP referred explicitely to the MURB/Capital Cost Allowance tax expenditures 


as integral parts of the program.+ 


ARP investors could exploit three basic types of tax incentives: 


o Accelerated depreciation through the Capital 
Cost Allowance (CCA). Owners of rental 
buildings, such as those produced under ARP, 
are eligible under the Income Tax Act to deduct 
depreciation expenses (Capital Cost 
Allowances) at a rate which exceeded actual 
depreciation. During the history of the 
Assisted Rental Program these rates were set 
at 10% for wood frame structures and 5% for 
steel or concrete frame _ structures. The 
difference between the accelerated 
depreciation rates and the actual depreciation 
on rental buildings represents a subsidy to the 
owners of an ARP project. CCA has two 
effects: (1) to enable developers to defer tax 
until the disposition of the building; and (2) to 
minimize tax burdens at the front end of the 
development. 


o MURB Tax Shelter. Under the provisions of the 
Income Tax Act, Multiple Unit Residential 
Buildings (MURBs) were identified as a special 
class of asset. Investors in MURBs were 
allowed to deduct their Capital Cost Allowance 
losses from other income for tax purposes. This 
enabled ARP investors to shelter some of their 
income from taxation by tying into the MURB 
provisions. The tax exemptions available 
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through the MURB program are another form of 
subsidy available through ARP. 


o Deductability of Soft Costs. ARP investors 


could take advantage of a third tax 
expenditure. Under the soft costs provisions, 
investors in syndicated new rental buildings 
were allowed to deduct "first time costs" (e.g. 
interest during construction, architect fees, 
etc.) from income in the year they are incurred, 
rather than having these costs capitalized in 
the building and depreciated over time. This 
provision also served to reduce the tax burden 
incurred by the developer at the front end of 
the project.? 


It was the switch from grants to loans in the 1976 version of ARP which 
played an important role in integrating tax incentives into the ARP subsidy 
package. The significance of the switch lies in the impact it had on the tax 
position of ARP investors. In a 1978 program review and planning strategy 


report, the City of Toronto's Housing Department pointed out that: 


"since ARP advances are repayable (i.e., loans as 
Opposed to grants), they affect neither tax 
deductions nor taxable income. They therefore do 
not alter tax loss features that would exist without 
a subsidy. The Capital Cost Allowance allows 
income from any source to be sheltered in rental 
developments. With ARP, these developments can 
show a paper loss which is deductible from other 
income and yet ARP itself guarantees a positive 
cashflow from the development." 





Tax expenditures related to housing have received considerable criticism 
for a variety of reasons®. Two important weaknesses in these indirect subsidy 
programs are: (1) their complex and "hidden" nature (tax expenditures do not 
appear on any regular government accounts); and (2) the fact that these tax 
shelters are of primary benefit to high income investors. In 1976, for example, 
the Department of Finance (1981) extimated that 66% of all MURB benefits 


were taken up by individuals earning over $50, 000 per year. 
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The magnitude of these tax subsidies to ARP developers is substantial. The 
Canadian Institute of Public Real Estate Companies estimates that, in 1982, 
these benefits were equivalent to an interest-free loan worth 25 to 30 percent of 


a project's total cost.? 


It should also be noted that, like the ARP subsidies, tax benefits tend to be 
concentrated in the front end of a project's life. This factor may provide a 
partial explanation of the short-run view taken by so many ARP investors. Many 
were eager to take advantage of front end subsidies and were either unwilling or 
unable to carry the project in later years when subsidy levels became more 


shallow. 


Having drawn these initial conclusions about the subsidies associated with 
the Assisted Rental Program, the next section examines estimates of the cost of 


these subsidies to the public purse. 


3. PUBLIC COST OF ARP 


It is very difficult to arrive at a complete evaluation of the costs of the 
Assisted Rental Program. This is due to the difficulty of estimating the 
subsidies given out through various tax incentives associated with the program. 
The level of these subsidies is a direct function of the income from all sources of 
the ARP investor, information which CMHC does not collect in the approval 
process. By using some reasonable assumptions, however, rough estimates of the 


costs of these subsidies have been generated by a number of researchers. 


a) Cost of the Direct Subsidies 


Estimates of the cost of one type of ARP subsidy, the interest-free loans, 


can be more easily compiled. These can be summarized as follows: 


oO 555 million in interest-free ARP loans 


provided by CMHC between 1975 and 1979. 


This means that the average interest-free loan 
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for each of the 122,791 ARP units was about 
$4,500. 


o The cost of the interest forgiven on the 
interest-free ARP loans has been $29.7 million 
between 1976 and 1981. Table 2 provides the 
cumulative annual cost of this forgiven 
interest. Because the ARP program provides a 
new interest-free loan for each project in each 
of the first ten years, the cost of the interest 
forgiven will continue to increase at dramatic 
rates. CMHC estimates that by the year 1985 
the cost of forgiveness of interest for that year 
alone will be $48 million.!0 


TABLE 2 
Total Annual Cost of the Subsidies Provided by 
The Assisted Rental Program, 1975 - 19381 


Year Millions of Dollars 


197) 
1976 
1977 
1978 l 
1979 l 
1980 2 
1981] 2 


Source: | CMHC (1981) Annual Report, pp. 64-65. 


There are a number of other factors which must also be included when the 
subsidy costs of the interest-free ARP loans are examined. If has been pointed 
out by a number of analysts that there is an incentive to over-appraise ARP 
projects in order to gain a higher level of loan assistance. While the extent of 
this phenomenon is difficult to quantify, it may have given some investors a 


higher level of subsidy than they otherwise would have received. 


A second source of concern lies in the high rates of default which have 


occured under the program. In order to encourage the participation of private 
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mortgage lenders in government programs, CMHC guarantees private mortgage 
loans through the Mortgage Insurance Fund. If a project defaults on its loan, 
CMHC assumes financial responsibility for the project. In this manner, defaults 
represent another subsidy cost that can be incurred by the government through 
the Assisted Rental Program. A study done by the Market Forecasts and 
Analysis Division of CMHC found that as of March 31, 1980, 6,741 of the units 
approved under ARP had been acquired by the Mortgage Insurance Fund because 
of default. This represents 5.6% of the total number of units approved under the 
program up to that time.!! A complete breakdown of the distribution of 


defaults under the program is presented in Table 3. 


The high rates of default under ARP have been attributed to the following 


factors: 


Oo Imbalances between supply and demand in local 


markets. In their analysis of ARP defaults, 
CMHC identifies fluctuations in demand and 
supply as a major factor behind high ARP 
default rates in local markets such as Saint 
John and Montréal. In both of these areas, 
market conditions attracted a rush of 
investment into rental housing during the mid 
and late 1970's. The result was a dramatic 
increase in vacancy rates. This had an adverse 
affect on the profitability of rental housing. 
The new ARP units, with their high full 
recovery rent structures, were particularly 
vulnerable to these impacts -- a fact which 
pushed many projects into default. 


Oo Provincial stacking of ARP benefits. Ontario 


and British Columbia experienced ARP default 
rates of 1.5% and 1.7% respectively. CMHC 
has pointed out that while these rates appear 
low in relation to those of Québec and New 
Brunswick, they are high when compared to 
historical trends in mortgage financing in these 
provinces. One explanation for this, CMHC 
suggests, can be found in the practice of 
stacking provincial assistance on top of the 
federal loans. By increasing the benefits 
available under the program, B.C. and Ontario 
may have permitted marginal investors to 
supply units which otherwise would not have 
been viable. These marginal units would stand 
a stronger risk of default. 
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TABLE 3 
Distribution of Defaults under 
the Assisted Rental Program 
(as of March 31, 1980) 





Defaults as a Defaults as a 

Number of Units Number of Percentage of Percentage of 

Province Approved Defaults Units Approved Total National 

in that Area Defaults 
Alberta 11,447 ~ - - 
British Columbia 15,901 233 8 4.2 
Manitoba 7,643 70 0.9 1.0 
New Brunswick 1,595 204 12.8 3.0 
Saint John 634 204 32.2 3.0 
Rest of Prov. 961 - - - 
Newfoundland 1,502 - - - 
Nova Scotia 3,485 - - - 
Ontario 40,222 901 22 13.4 
PEL 240 - ~ - 
Québec 33,004 5,283 16.0 78.4 
Montréal 21,990 4,199 19.1 62.3 
Rest of Prov. 11,014 1,034 9.8 16.1 
Saskatchewan 5,989 - - - 
Yukon and N.W.T. 276 - - - 
CANADA 121,304 6,741 5.6% 


Source: CMHC (1980) An Analysis of the Market Factors behind the High ARP Default 
Experience, Ottawa: CMHC, Market Forecasts and Analysis Division, October. 
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A third source of concern lies in the potential for further defaults to occur 
under the program. In particular, heavy refinancing costs may bring about 
further defaults. The majority of projects under the Assisted Rental Program 
have mortgage terms of 5 years. Initial financing of the earlier ARP projects 
was obtained at interest rates of around 10.5%. With the increase in interest 
rates to levels well above 10.5%, owners of ARP projects will be facing heavy 
refinancing costs. While recent changes to the administrative regulations of the 
program do allow for assistance levels to be raised with increases in operating 
costs, this must first be anticipated by the owner and a complete financial 


statement must be submitted before the renegotiation can take place. 


The burden of heavy refinancing may not be the only source of further 
defaults on ARP assistance loans. The distribution of cash flow throughout the 
agreement period may also be a cause for some concern. An analysis performed 
by the City of Toronto Housing Department determined that under ARP, 
investors would realize a strong early cash flow in the order of 50% return on 
equity, but that cash flow in later years would be negative. This negative cash 


flow would seriously increase the risk of foreclosure.!2 
b) Costs of the Indirect Subsidies 


Having examined the costs of the interest-free loans provided by ARP, we 
now look at the other half of the subsidy picture: the public cost of the indirect 


subsidies, the tax incentives, that can be exploited by the ARP investor. 


While the difficulties arising from the dependency between the subsidy 
level and the total income of the investor preclude the possibility of arriving at 


exact dollar cost figures, some estimates are available: 


o Annual cost of Capital Cost Allowance (CCA) 
to the federal government is estimated at $95 
million. By using the CCA instead of the actual 
depreciation rates, the government is estimated 
to have lost revenues of $95 million per year 
between 1976 and 1981. This $95 million per 
year is comprised of the taxes that would have 
been paid had rental building owners not been 
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able to deduct the CCA from other income, and 
was derived by assuming a marginal tax rate of 
36%. It should be noted that this is only the 
cost to the federal government. Provincial tax 
revenue is also lost. 


o Annual federal tax losses resulting from 


deduction for soft costs in 1979 is estimated at 

6) million. Using a marginal tax rate of 36%, 
it has been estimated that the value of the 
taxes foregone in 1979 by allowing soft costs to 
be deducted on all private rental buildings was 
approximately $65 million. This figure only 
includes federal tax losses. Provincial tax 
revenue losses increase the total cost. 


These tax expenditure figures include all rental residential buildings and 
not just those constructed under ARP. In addition, the annual figures may not 
have included years during which ARP was in effect. Nevertheless, the 
estimates are valuable in that they give an indication of the depth of subsidy 


which can be obtained through the various federal income tax incentives. 


However, quoting absolute figures on the cost of ARP subsidies does not 
provide a strong enough foundation for a meaningful cost analysis of the 
program. What is needed is a relative measure, comparing the subsidy costs of 
ARP to those of other housing programs with the similar goal of producing 
moderately priced multi-unit accommodation. One such program is the federal 
Non-profit Housing Program. In two studies, one done by the City of Toronto 
Housing Department and one by the Greater Vancouver Housing Corporation, 
cost comparisons were made between projects funded under the Assisted Rental 
Program and projects funded under the non-profit program. The conclusions of 


both studies were the same: 


o Units under ARP cost the government more in 


subsidies than those built by non-profit groups. 
Using data on an ARP building in Toronto, the 


City's Housing Department found that the large 
tax write-offs and interest deferments made 
ARP about 50% more costly to the taxpayer 
than if the same unit were produced by the non- 
profit sector. 14 The Greater Vancouver 
Housing Corporation, in performing a similar 
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analysis, found that it would cost the 
government an extra $16,000 to $20,000 (1979 
dollars) to produce a 3-bedroom townhouse 
under ARP as compared to the cost of building 
the same unit through the _ non-profit 
program. 


On the basis of this comparative program analysis, it is clear that, all other 
factors being equal, ARP was a very expensive method of producing rental units. 
Part of the cost difference between the programs is accounted for by the 
operating profit which must be captured by the ARP investor, a factor which 


does not come into play in the Non-Profit Program. 
c) Estimates of the Total Cost of ARP 


Estimates of the total value of ARP subsidies to the investor have been 
generated in earlier analyses of the program. Lithwick, for example, has 
developed estimates of the different returns of equity to the developer of a 
project receiving various forms of assistance. He found that ARP subsidies, both 
the direct subsidies and the various indirect subsidies associated with federal 


income tax provisions, were of considerable vaiue to the investor: 


o Average ARP unit provides an estimated 15% 
yield on equity. A 1978 CMHC study found that 


when all the subsidies associated with ARP 
were taken advantage of, the average unit was 
found to return a 15% yield on equity to the 
investor. With just the interest-free loan 
assistance, an investor could earn a yield of 
3.6%. CCA alone would give a slightly higher 
estimated yield of 3.8%. Finally, without any 
program, the difference between economic and 
market rents would have yielded a negative 
return on equity of -8.3%. 


As these estimates suggest, the Assisted Rental Program, with ali its 
associated subsidies, was capable of generating significantly higher return for 
the investor than could otherwise be achieved. These returns are higher than the 


10% maximum outlined in the program guidelines because they incorporate the 
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tax shelter subsidies contained in the MURB provisions of the federal income 


tax. 


On the basis of the best available information, three conclusions can be 
drawn about the cost of the Assisted Rental Program to the Canadian public. 
First and foremost, it is clear that ARP was a very expensive way of producing 
moderately priced rental accommodation. Secondly, the complex subsidies 
contained within the income tax incentives associated with ARP raise serious 
questions about the public accountability of this program. These subsidies are 
not only difficult to identify and calculate, they also never appear in any regular 
account. Finally, the tax benefits offered by the program to investors with high 
incomes raises questions about the distributional implications of the program. 


The people who least need housing subsidies benefit the most. 


However, before any further conclusions can be drawn, it is necessary to 
also evaluate the impact of the program in terms of the number and 


Characteristics of the units it has produced. 


4, IMPACTS OF THE ASSISTED RENTAL PROGRAM 


There are five key variables which must be reviewed in an analysis of the 
impacts of the Assisted Rental Program on the nation's housing stock. These 


are: 


Number of ARP units produced; 
Location of ARP projects; 

Type of units produced by ARP; 
Affordability of ARP units; and 


Administrative effectiveness. 
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a) Number of ARP Units Produced 


The Assisted Rental Program has been successful in stimulating the 
construction of new rental accommodation. By the end of 1980, 2,239 ARP 


projects have been constructed across Canada, providing a total of 122,791 units. 
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The bulk of these projects were approved in 1976 and 1977 when approximately 
84,000 units received ARP subsidies.!7 


However, a crucial question which must be answered when evaluating the 
housing production stimulated by a program is "how many units would have been 
built regardless of whether the program was in existence or not?" Estimates 
with respect to the Assisted Rental Program have been made through the use of 
a number of different techniques. In his study for CMHC, Lithwick concludes 


that: 


o An estimated 40% of ARP units would have 
been built without the program. Using two 
different approaches to estimating the net 
increase in rental units, Lithwick arrives at an 
estimate of 40% as being a rough approximation 
of the number of ARP units which would have 
been built without the program in 1976.! 


As Lithwick points out, this is at best a very crude estimate. The City of 
Vancouver's Housing Planner, Ann McAfee, provides some further evidence that 


the net impact of ARP is not very great: 


"In developed cities such as Vancouver, 
construction of ARP units’ resulted in 
demolition of existing affordable rental units. 
We estimated that 2 ARP units resulted in a net 
gain in the City's housing stock of only one 
unit." 


In addition, it is uncertain whether ARP units will continue to remain as rental 


units, given the attractiveness of condominium conversion: 


"We are very concerned that many ARP (and 
MURB) units were strata titled prior to rental. 
There is some question as to how long the units 
will remain rental once various. taxation 
incentives are reduced. Possible sale to owner 
occupants could reduce substantially the city's 
stock of rental housing." 19 
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It can be concluded, therefore, that ARP's net impact on the supply of 
affordable rental housing is much less than the total number of ARP units 


produced. 
b) Location of ARP Projects 


Unlike other private sector subsidy programs aimed at the rental market, 
the Assisted Rental Program contained no targeting mechanisms to meet the 
supply needs of particular local markets. The aim of the program was to simply 


increase the overall supply of rental housing in the country. 


Table 4 shows the distribution of ARP units by major urban centre for the 
44,566 units approved between January |, 1976 and July 31, 1977. The decision 
not to incorporate targeting mechanisms into the program produced some 


interesting results, as can be seen in Table 4. 


o Some low vacancy areas received a relatively 


small number of units under ARP. Even though 
no official targeting mechanisms were 
incorporated into the program, the Lending 
Division of CMHC did designate some centres 
as areas in which administrators should 
encourage production. Three such centres were 
Toronto, Edmonton and Winnipeg. During the 
period between January |, 1976 and July 31, 
1977, the total number of units approved in 
these three major centres was only 2,808 or 
6.3% of the total. 


o Montréal was the main beneficiary of the 
Assisted Rental Program. Montreal received 
23% of the total units approved under ARP 
during this period. This was despite the fact 
that the Lending Division of CMHC _ had 
determined that there was a lack of demand in 
the Montréal area. 
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TABLE 4 
Location of ARP Units 


(for 44,566 approvals between Jan. 1, 1976 and July 31, 1977) 


Number Number Per Cent 

Location of Projects of ARP Units’ of All ARP Units 
Canada 971 44 , 566 100.0 
Calgary 32 3,649 8.2 
Chicoutimi 6 95 0.2 
Edmonton 3 153 0.3 
Halifax 10 468 1.1 
Hamilton 2 48 0.1 
Kitchener 9 829 159 
London 9 68 1 1.5 
Montréal 269 10,597 23.8 
Niagara 3 132 0.4 
Oshawa 8 814 1.8 
Ottawa-Hull 9 1,043 2.4 
Quebec City 60 2,151 4.8 
Regina 9 935 Ze 
Saint John 15 238 0.5 
St. John's 13 704 1.6 
Saskatoon 12 911 2.0 
Sudbury 2 179 0.4 
Thunder Bay 12 56) 1.3 
Toronto 7 1,233 2.8 
Vancouver 65 3,693 8.3 
Victoria 45 1,759 3.9 
Windsor 8 590 1.3 
Winnipeg 16 1,422 3.2 
Other Municipalities 

Over 40,000 Population 73 3,585 8.0 
Rest of Canada 274 8,037 18.0 


Source: Irwin Lithwick (1978) An Evaluation of the Federal Assisted Rental 
Program, Ottawa: CMHC, Program Evaluation Unit, p. 57. 
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These figures suggest that without any regulations governing the location 


of projects, ARP produced a significant over-response to demand in some areas 


and an under-response in others. While the principle goal of the program was to 


increase overall supply, the distribution of that increased production is a very 


real impact of the program and has to be taken into consideration. 


c) Type of Units Produced by ARP 


Certain characteristics of the subsidy mechanisms produced definite biases 


in the type, size and quality of the units produced. 


In terms of the type of 


project characteristic of the Assisted Rental Program, it was provisions of the 


Federal Income Tax Act that influenced investors: 


0 


Most ARP projects are low-rise due to bias of 
CCA provisions. During the history of ARP, 


the CCA _ provisions allowed owners. to 
depreciate wood frame structures at a faster 
rate than steel or concrete frame structures. 
The resulting tax saving caused ARP investors 
to build 77% of all ARP units with wood frame 
structures. The structural limitations of wood 
frame construction in turn produced a low-rise 
bias among ARP projects. Lithwick has 
estimated that 42.3% of ARP units are in | to 3 
storey walk-ups.29 In 1978, after ARP had 
been phased out, the CCA provisions were 
changed so that both classes of buildings were 
allowed the same rate of depreciation. 


With respect to the size of the units produced under ARP, the program 


resulted in a bias towards smaller, non-family units. 


0 


Most ARP units are 2-bedroom or smaller. The 
units built under ARP are not what is commonly 
Classified as family oriented housing. As of 
1978, an estimated 85.4% of the units built 
were 2-bedroom or smaller (see Table 5).This 
can be attributed to the fact that ARP 
subsidies are allocated on a per unit basis. 
Developers can receive similar subsidy levels by 
producing smaller, cheaper units. Since 
developers receive identical subsidies for small 
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units as they do for large ones, their natural 
inclination is to concentrate on smaller, less 
expensive units. 


TABLE 5 


Unit Distribution by Bedroom Count 


Per Cent 
Unit Type of Units 
Bachelor 6.4 
| bedroom 30.9 
2 bedroom 48.1 
3 bedroom 14.4 
4 bedroom 0.2 


Source: Irwin Lithwick (1978) An Evaluation of the Federal Assisted Rental 
Program, Ottawa: CMHC, Program Evaluation Unit, p. 150. 


Finally, the quality of the units built under ARP must be considered. This 
factor was also indirectly influenced by the workings of the assistance 


mechanisms associated with the program. 


Oo Maintenance levels in ARP projects are 
affected by inexperienced investors. An 


overwhelming majority of ARP projects were 
issued MURB certificates. As with other 
MURB projects, those with ARP assistance are 
more likely owned by investors looking for a tax 
shelter rather than a long-term real estate 
investment. These investors become absentee 
landlords whose inexperience in the 
management of the project may translate into 
poor maintenance levels. 


Oo Evidence, exists of poor quality of construction 
in some ARP projects. Lithwick, in his 1978 


report, makes the following statement 
concerning the quality of ARP projects: "In 
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several cases, the attempt to reduce cost has 
resulted in a significant decline in the quality 
of basic construction, requiring substantial 
investment in rehabilitation soon after building. 
This is especially significant for CMHC since 
such projects have a high probability of 
defaulting and thus becoming a part of the 
mortgage insurance fund." 


d) Affordability of ARP Units 


In previous evaluations of the Assisted Rental Program there has been 
some debate about the validity of evaluating the program on the basis of the 
affordability of the units it has produced. Some analysts have suggested that 
ARP was never intended as a "social" program, but rather as an economic 


program intended to stimulate the housing industry in general. 


However, one only needs to refer to statements made by the Minister of 
State for Urban Affairs about the goals of the Assisted Rental Program to 
resolve this confusion. In announcing the Federal Housing Action Program (of 
which ARP was an integral part), the Minister attached to it the following goal: 


"to increase the supply of new housing and to do so 
at prices that moderate or low-income purchasers 
and renters could afford".23 


Three different mechanisms were incorporated into the program to ensure 
that this goal would be met. In order for a project to be eligible for ARP 
assistance, it had to be constructed within the maximum unit prices established 
under the AHOP program. These maximums were established according to local 
market conditions and were calculated to reflect the price of moderate 
accommodation. Secondly, eligible units were also required to conform to 
maximum floor areas. This measure, also adopted from the AHOP program, was 


implemented to complement the maximum unit prices. 


The most important affordability mechanism within the Assisted Rental 


Program was the inverse relationship between rent levels and assistance loans. 
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Since no control mechanism was imposed on rents after the first year, the size of 
the interest-free loan was tied to the rent levels charged by the owner during the 


terms of the agreement. If rents were to rise in any given year, the owner would 


be notified of a corresponding decline in the level of the interest-free loan. It 


was thought that this would act as a strong enough incentive to prevent rents in 


ARP projects from inflating to levels beyond the reach of low and moderate 


income households. 


How effective has each of these measures been in maintaining the 


affordability of ARP units? 


.@) 


O 


AHOP _maximum_ prices ineffective as a 
mechanism to ensure affordability. Lithwick 


points out that because the average value of a 
rental unit is significantly less than the average 
value of an owner-occupied unit, the vast 
majority of ARP units were built substantially 
below the maximum unit price’ limits 
established under the AHOP program. _ This 
suggests that the price maximums did not 
effectively constrain investors in the 
construction of ARP units. 


Floor area _ restrictions generally effective. 


Unlike the maximum price controls, floor area 
restrictions have functioned effectively as 
constraints on builders under the ARP program. 


Flexible assistance loans have not kept rents in 
the majority of ARP projects down. Data on 


average rent levels in ARP projects suggests 
that the flexible assistance loans, combined 
with the other measures mentioned above, have 
done little to keep rent levels down in the 
majority of ARP units. CMHC compared the 
average market rents in four major Canadian 
cities to the average rents charged in new ARP 
units in those centres and found that in every 
case, the ARP unit rents were anywhere from 
13% to 96% higher (see Table 6).24 


Other analysts have also found ARP units to be more expensive than 


comparable units built without the benefit of production subsidies. 


In his 


evaluation of ARP, Lithwick concluded that ARP units occupied the upper end of 
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the range of rents for rental accommodation. Canmort Consultants found that in 
most markets, even with assistance, rentals for ARP/MURB units are at the top 
end or above the rents of comparable rental properties.¢? Finally, in its study, 


the City of Toronto's Housing Department concluded that: 


"Considering the rent increases inherent in this 
program and increases observed in the market and 
considering that housing charges alone constitute 
33% of the Consumer's Price Index, it taxes the 
imagination to believe that ARP will serve 
moderate income housesholds."26 


TABLE 6 
Comparison Between Average Market Rents 


and Average Rents Charged for New ARP Units, July, 1977 


Location Average Market Average Rent Charged % 
Rent for New ARP Unit difference 
(in $) 

Montreal 152 298 96% 

Saint John 14] 231 64% 

Toronto 243 320 32% 

Vancouver 233 264 13% 


Source: CMHC (1980) An Analysis of the Market Factors Behind the High 
ARP Default Experience, Ottawa: CMHC, Market Forecasts and 


Analysis Division. 


These findings raise serious questions about the degree to which the massive 


ARP subsidies are serving the needs of low to moderate income households. 
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e) Administrative Effectiveness 


In addition to the direct cost of assistance given out under a particular 
program, there are also indirect costs associated with its administration. Many 
of the ARP guidelines were developed in recognition of past experience with 
administratively burdensome programs such as ARP's predecessor, the Limited 
Dividend Program. The early removal of the original tenancy controls under 
ARP is one example of an attempt to streamline the administrative demands of 
the program. This, however, eliminated one of the few measures aimed at 


targeting the units to lower income households. 


A second goal of ARP was to encourage the financial participation of 
private sector approved lenders. It was hoped that this would not only shift the 
burden of capital financing of housing from the public to the private sector, but 
would also lighten the burden of administrating the program. In terms of 
recruiting the participation of private lenders, ARP has achieved considerable 
success. Of the 44,566 units approved between January 1, 1976 and July 31, 
1977, only 1% were financed directly by CMHC. 


However, other characteristics of the Assisted Rental Program have 


greatly complicated its administration: 


o Administration of audited financial statements 
expensive. Under ARP, owners are required to 
submit an annual audited financial statement 
with projections of costs and revenues for the 
upcoming year. This stipulation has placed 
significant demands on the financial expertise 
of small ARP owners. It has also required 
considerable expenditures of time and effort on 
the part of CMHC who must monitor this 
process. These efforts were intensified in 1931 
as a result of concern over the potential for 
defaults to occur under ARP. 


o Program revisions have greatly complicated the 


administration of ARP. The numerous revisions 
of the Assisted Rental Program have created a 
complex administrative system. ARP projects 
have been funded under four different versions 
of the program. 
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As a result of these factors, the administration of ARP has evolved into a 
very complex undertaking. With projects distributed over the different versions 
of the program, each of which has different guidelines and funding arrangements, 
no ongoing centralized monitoring or evaluation of the program in general has 


taken place. 


De SUMMARY 


The Assisted Rental Program represents an attempt to encourage the 
private sector to do something, produce affordable rental housing, which it 
otherwise would probably not have done. By most standards of evaluation, the 
effort must be viewed as a failure. The federal government's decision to 


discontinue the program, after only four years, was a good one. 


This paper has generated the following specific conclusions about the 


impacts and effectiveness of the Assisted Rental Program: 


l. Many sources of subsidy were available to ARP investors, not 
just the direct ARP subsidies. 


ARP owners could capitalize on numerous subsidies in the form 
of grants, interest-free loans, accelerated depreciation, MURB 
tax shelters, and soft cost write-offs. Further subsidies may be 
generated through provisions governing the resale or default of 
ARP projects. 


2: Tax incentives associated with ARP were most attractive to 
investors with high taxable incomes. 


Many of the subsidies offered in conjunction with ARP assume 
the form of tax expenditures directed at high income investors. 
This fact raises questions about the distributional implications 
of the program. In addition, these subsidies never appear on 
any budget, a fact which limits the public accountability of the 
program. 


3. The ARP program was a very expensive policy mechanism for 
encouraging the production of rental accommodation. 


In comparison to similar units built under the Non-Profit 
Program, ARP units were found to cost the government a 
significantly larger amount of the taxpayer's money. 
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Many of the ARP subsidized units would have been built even 
without the massive subsidies. 


Approximately 122,791 units had been approved under the 
program by the end of 1980. While it is impossible to determine 
an exact estimate of the net supply impacts of ARP, CMHC's 
evaluation estimates that a significant number of ARP units (an 
estimated 40%) would have been produced without ARP 
subsidies. 


Many local rental housing supply needs were not met or even 
directly addressed by ARP. 


With no formal mechanisms to target supply to local needs, 
ARP created an oversupply of units in some areas, while failing 
to meet local demand in others. 


ARP did not encourage a mix of building and unit types. 


The nature of the assistance delivered through the program, and 
through the related tax subsidies, biased ARP projects towards 
low-rise wood frame structures consisting mostly of 2-bedroom 
or smaller units. 


Mechanisms to keep ARP rents down have failed. 


The majority of ARP units occupy the upper end of the range of 
rents for rental accommodation. This raises serious questions 
about the ability of the program to serve the needs of low to 
moderate income households. 


ARP is a very costly program to administer. 


The numerous revisions of the program and certain of its 
requirements have created an extremely complex and costly 
administrative structure. 
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